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Income-tax Department
Edited by Stephen G. Rusk
SUMMARY OF RECENT RULINGS

Reasonable extra compensation to officers and employes agreed upon by the
directors before the end of the taxable year was allowed as a deduction by the
corporation. (U. S. board tax appeals decision No. 27, docket 59.)
In determining the value in use for the purpose of amortization deduction, if
the amortizable facilities . . . are not useless under post war conditions but are
in actual and economic use to their full normal capacity the value in terms of
use is not reduced. (I. S. 2101.)
An information return is required as to dividend payments made by a cor
poration this year, where amounting to $500 or more. (T. D. 3645.)
Injunction to restrain publication of taxpayer’s return by collector denied.
(U. S. district court, northern district of Ohio, in Beavis v. Routzahn.)
The commissioner may grant an extension of time for filing returns of income
under 1924 act, if application therefor is made before the date prescribed by
law for filing the return, whenever in his judgment good causes exist. (T. D.
3649 revoking T. D. 3284.)
A grant of mineral rights by the government to the discoverer of mineral on
government domain was held to be a gift in the case of U. 5. v. Hurst. (U. S.
district court, district of Wyoming.)
New York estate tax is deductible by the estate for federal income-tax
purposes. (Keith v. Johnson, U. S. circuit court of appeals, second circuit.)
Interest at rate of one per cent per month for delinquent taxes held not to be a
penalty. (Heyward, Trustee v. U. S. Court, decision by U. S. circuit court of
appeals, fifth district.)
Mandamus proceeding to compel admission to practice before U. S. board of
tax appeals dismissed, it being held that the board has the right to make its
own rules regarding admission to practice. (Supreme court of the District of
Columbia decision.)
Cost of transportation of an individual living at distance from his place of
business is not deductible, nor is the operating cost of an automobile used for
such transporation. (U. S. board of tax appeals, decision 48, docket 249.).
U. S. board of tax appeals has jurisdiction to determine appeals involving
deficiences of tax arising from application of sections 327 and 328 of the revenue
acts of 1918 and 1921.
TREASURY RULINGS

(T. D. 3658, December 20, 1924)
Income tax—Cooperative associations
Article 522 of Regulations 65 amended
Article 522 of regulations 65 is hereby amended to read as follows:
Art. 522. Cooperative associations.—(a) Cooperative associations, acting as
sales agents for farmers, fruit growers, live-stock growers, dairymen, etc., or
engaged in the marketing of farm products, and turning back to the producers
the proceeds of the sales of their products, less the necessary operating expenses,
on the basis of the produce furnished by them, are exempt from income tax and
shall not be required to file returns. Thus cooperative dairy companies, which
are engaged in collecting milk and disposing of it or the products thereof and
distributing the proceeds, less necessary operating expenses, among the pro
ducers upon the basis of the quantity of milk or of butter fat in the milk fur
nished by such producers, are exempt from the tax. If the proceeds of the
business are distributed in any other way than on such a proportionate basis the
association does not meet the requirements of£the statute andjis not’exempt.
The accumulation and maintenance of a reasonable reserve for depreciation or
possible losses.or a reserve required by state statute or a reasonable sinking fund
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or surplus to provide for the erection of buildings and facilities required in
business, or for the purchase and installation of machinery and equipment, or
to retire indebtedness incurred for such purposes, will not destroy the exemp
tion. An association organized to act as a sales agent for farmers, or to market
cooperatively the products of the farm, and having a capital stock on which it
pays a fixed dividend not exceeding 8 per cent per annum or not exceeding the
legal rate of interest in the state in which it is incorporated, and in which
substantially all of the outstanding capital stock is owned by actual producers,
will not for such reasons be denied exemption, but any ownership of stock by
others than actual producers who market their products through the association
must be satisfactorily explained in the application for exemption. In every such
case the association will be required to show that the ownership of its capital
stock has been restricted as far as possible to actual producers, and that the
association has not voluntarily sold or issued any stock to nonproducers.
Thus, if by statutory requirement all officers of an association must be share
holders, the ownership of a share of stock by a nonproducer to qualify him as an
officer will not destroy the association’s exemption. Likewise, if a shareholder
for any reason ceases to be a producer and the association is unable, because of a
constitutional inhibition or other reason beyond the control of the association,
to purchase or .retire the stock of such nonproducer, the fact that, under such
circumstances, a small amount of the outstanding capital stock is owned by
shareholders who are no longer producers will not destroy the exemption.
The restriction placed on the ownership of the capital stock of an exempt co
operative association shall not apply to temporary stock sold or issued solely
for the purpose of providing necessary working capital or acquiring property
which is required for the conduct of the association’s business, provided such
stock is not entitled or permitted to participate directly or indirectly in the
profits of the association, upon dissolution or otherwise, beyond the regular
fixed dividends, and is issued with an express provision for its early redemption
or retirement with funds to be obtained, for example, by the subsequent sale
of stock to actual producers, to the end that the producers may as speedily
as possible become the sole owners of the capital stock. The issuance of such
temporary stock to non-producers will not be grounds for denying exemption
so long as the voting control in the association is retained by shareholders who
are actual producers.
(6) Cooperative associations organized and operated as purchasing agents
for farmers, fruit growers, live-stock growers, dairymen, etc., for the purpose of
buying supplies and equipment for their use and turning over such supplies and
equipment to them at actual cost, plus necessary operating expenses, are also
exempt. The provisions of paragraph (a) relating to a reserve, sinking fund, or
surplus, and to capital stock, shall apply to associations coming under this
paragraph.
In order to be exempt under either (a) or (&) an association must establish
that it has no net income for its own account, other than that reflected in a
reserve, sinking fund, or surplus specifically authorized in paragraph (a). An
association acting both as a sales and a purchasing agent is exempt if as to each
of its functions it meets the requirements of the statute.
(T. D. 3660, January 3, 1925)

Income tax—Articles 305, 401, 421, and 422, Regulations 65, amended
Articles 305, 401, 421, and 422 of regulations 65 are hereby amended to read
as follows:
Art. 305. Date determining exemption.—(a) The status of the taxpayer on
the last day of his taxable year determines his right to the exemption and credits
allowed by articles 304 and 306. If he is then the chief support of a dependent
who is under 18 years of age, or is incapable of self-support because mentally
or physically defective, the credit for dependents allowed in article 304 may be
taken.
(b) The credit allowed by subdivision (c) of section 216 to a single person,
a head of family, or a married person living with husband or wife, will, in case
the status of the taxpayer changes during the taxable year, be prorated accord
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ing to the period during which the taxpayer occupied each status. The credit
for any taxable year in such a case will thus be the sum of (i) an amount which
bears the same ratio to $1,000 as the number of months the taxpayer was single
bears to 12 months plus (2) an amount which bears the same ratio to $2,500
as the number of months during which the taxpayer was a married person living
with husband or wife or was the head of a family bears to 12 months. A frac
tional part of a month will be disregarded for this computation unless it amounts
to more than one-half month, in which case it will be considered to be a month.
Example.—A, who had been single during the preceding months of 1924,
married B on July 20 and lived with her during the balance of the year. If
a joint return is made by A and B on a calendar-year basis for 1924, the personal
exemption will be $2,208.33—that Is > ts °f $1,000 for A while single, plus
of
$1,000 for B while single, plus
of $2,500 for the period during which they were
married. If separate returns are made by A and B on a calendar-year basis for
1924, each may claim a personal exemption of $1,104.16; that is,
of $1,000
plus % of
of $2,300. In the latter case the joint exemption, or
of $2,300,
may be taken either by A or B, or divided between them.
(c) If an individual dies during the taxable year, his executor or administra
tor in making a return for him is entitled to claim his full exemption according
to his status at the time of his death. See also section 219 (c) of the statute and
articles 341-347. If a husband or wife so dies the joint personal exemption may
be used by the executor or administrator in making a return for the decedent,
and an undiminished personal exemption, according to the status of the sur
vivor at the end of the taxable year, may be claimed in the survivor’s return.
Art. 401. Individual returns.—For each taxable year every single person,
whose gross income as defined in section 213 of the statute is $5,000 or over, or
whose net income as defined in section 212 of the statute and articles 21-26
is $1,000 or over, must make a return of income. The return shall be for his
taxable year, whether calendar or fiscal. Whether or not an individual is the
head of a family or has dependents is immaterial in determining his liability
to render a return. A husband and wife living together for the entire year must
make returns if their aggregate gross income for the taxable year is at least
$5,000, or their aggregate net income is at least $2,500. If their aggregate net
income for the taxable year is $2,500 or more, or their aggregate gross income is
$5,000 or more, either each must make a return, or the income of each must
be included in a single joint return. A husband and wife living together for a
period which is less than the entire taxable year must make a return if their aggre
gate gross income for the taxable year is $5,000 or more, or their aggregate net income
is equal to, or in excess of, the credits allowed them by section 216 (f) (2). See
article 305. Where the income of each is included in a single joint return, the
tax is computed on the aggregate income and all deuctions and credits to which
either is entitled shall be taken from such aggregate income. The husband
shall include in his return the income derived from services rendered by the
wife or from the sale of products of her labor if she does not file a separate return
or join with him in a return setting forth her income separately. For returns
by partnerships see section 224 and articles 411 and 412; by fiduciaries see
section 225 and articles 421-425; and by corporation see sections 239 and 240
and articles 621-625 and 631-638. See also section 227 and articles 441-446.
Art. 421. Fiduciary returns.—Every fiduciary, or at least one of joint fidu
ciaries, must make a return of income (a) for the individual whose income is in
his charge, if the gross income of such individual is $5,000 or over, or if the net
income of such individual is $1,000 or over if single, or if such individual is married
and was living with husband or wife for the entire taxable year and the aggregate
gross income of both husband and wife is $5,000 or over, or the aggregate net income
of both husband and wife is $2,500 or over, or if such individual is married and was
living with husband or wife for a period less than the entire taxable year and the
aggregate gross income of both husband and wife is $5,000 or over, or the aggregate
net income of both husband and wife is equal to, or in excess of, the credits allowed
them by section 216 (/) (2), or (b) for the estate or trust for which he acts if the
net income of such estate or trust is $1,000 or over, or if the gross income of the
estate or trust is $5,000 or over, regardless of the amount of the net income, or
if any beneficiary of such estate or trust is a nonresident alien. The return in
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case (a) shall be on form 1040. In case (b) a return is required on form 1040
with respect to any taxable net income of the estate or trust computed in ac
cordance with section 219 (b) of the statute and a return on form 1041 with re
spect to any income deducted under paragraph (2) or (3) of subdivision (b) of
section 219. If a portion of the income of the estate or trust is retained by the
fiduciary and the remainder is distributable or distributed to beneficiaries,
both forms 1040 and 1041 will be required. See article 342. See article 425
for returns in cases where any beneficiary is a nonresident alien. If the net
income of a decedent from the beginning of the taxable year to the date of his
death was $1,000 or more if unmarried, or $2,500 or more if married, or if his
gross income for the same period was $5,000 or over, the executor or admin
istrator shall make a return for such decedent. See article 305.
Art. 422. Return by guardian or committee.—A fiduciary acting as the guard
ian of a minor having a net income of $1,000 or more, or $2,500 or more, ac
cording to the marital status of such person, or having a gross income of $5,000
or over, must make a return for such minor on form 1040 or 1040A and pay the
tax unless such minor himself makes a return or causes it to be made. A
fiduciary acting as a guardian or the committee of an insane person having an
income of $1,000 or more, or $2,500 or more, according to the marital status of
such person or having a gross income of $5,000 or over, must make a return for
such incompetent on form 1040 or 1040A and pay the tax.
For the purpose of determining the liability of a fiduciary to render a return
under the provisions of the preceding paragraph in cases where the minor or the
incompetent is married and was living with husband or wife during the entire
taxable year, the aggregate gross income or the aggregate net income of both
husband and wife must be taken into consideration. See article 401. If the
individual for whom the fiduciary is acting as guardian marries during the tax
able year, a return must be made if the aggregate gross income of both husband
and wife is $5,000 or over, or if the aggregate net income of both husband and
wife is equal to or in excess of the credits allowed by section 216 (f) (2). See
article 305.
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